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Impact  of  U.  S.  Economy  on  World  Trade 

BY  HAROLD  H.  HUTCHESON 


ONE  of  the  principal  sources  of  anxiety  for  Eu¬ 
rope  and  the  rest  of  the  world  today  is  the  instabil¬ 
ity  of  the  American  economy.  It  is  generally  agreed 
that  if  the  United  States  is  to  make  its  maximum 
contribution  to  the  recovery  of  trade  and  industry 
abroad,  and  thereby  improve  the  outlook  for  a  last¬ 
ing  peace,  it  is  essential  that  there  should  be  a 
stable  and  high  level  of  economic  activity  in  this 
country.  Because  of  its  overwhelming  productive 
capacity  the  United  States  is  the  dominant  factor  in 
the  world  economy.  Consequently,  the  level  of  our 
economic  activity  exercises  a  profound  influence 
on  trade  and  industry  of  other  nations. 

In  other  countries,  however,  there  is  almost  uni¬ 
versal  fear  that  the  United  States  may  not  win  the 
battle  of  stabilization  but  may,  instead,  experience 
a  wage-price  spiral  followed  by  deflation  and  de¬ 
pression.  Many  observers,  both  at  home  and  abroad, 
do  not  think  that  this  fear  is  groundless.  They 
point  to  the  protracted  wrangle  over  price-control 
when  the  original  OPA  act  expired  last  June  30, 
and  to  the  increasing  distortion  that  is  developing 
in  the  structure  of  wages  and  prices. 

For  Britain,  whose  economic  life  is  intimately 
tied  to  its  export  trade  and  thus  to  world  economic 
conditions,  the  prospect  of  economic  collapse  in  the 
United  States  is  particularly  alarming.  Addressing 
the  annual  conference  of  the  Labor  party  at 
Bournemouth  on  June  13,  Herbert  S.  Morrison, 
the  House  of  Commons  leader,  found  it  necessary 
to  assure  his  audience  that  the  government  was  not 
unmindful  of  the  course  of  events  in  the  United 
States,  and  that  allowance  was  being  made  in  Brit¬ 
ish  economic  planning  for  the  possibility  of  a  de¬ 
pression.'  This  uncertainty  was  subsequently  in¬ 
tensified  by  the  fall  of  prices  on  the  New  York 
Stock  Exchange.  As  interpreted  by  the  London 
Economist,  the  recession  in  stock  prices  was  not 
necessarily  the  beginning  of  the  end;  it  was,  how- 

I.  Herbert  L.  Matthews,  “British  Laborites  Fear  Slump  in 
U.S.,”  New  York,  Times,  June  14,  1946.  See  also,  Sylvia  F. 
Porter,  “Australia  Hits  U.S.  Instability,”  New  York  Evening 
Post,  September  16,  1946;  and  Gunnar  Myrdal,  “Ii  American 
Business  Deludinjj  Itself?”  Atlantic  Monthly,  November  1944, 
pp.  51-58. 


ever,  a  warning  and  will  have  served  a  useful  pur- 
pose  if  it  “directed  attention  .to  the  foundations  on 
which  the  post-war  order  of  international  society  is 
being  built.”^  Construction  of  a  new  economic 
order  for  the  world  on  the  assumption  of  Amer¬ 
ican  stability,  said  The  Economist,  might  prove  un¬ 
warranted. 

THE  INTER-WAR  PERIOD: 

INSTABILITY  AND  STAGNATION 

The  impac*  of  America’s  economic  instability  on 
other  nations  was  clearly  revealed  after  1929,  when 
trade  and  industry  in  the  United  States  started  on 
a  downward  spiral.  In  1929  this  country  accounted 
for  15.6  per  cent  of  total  world  exports;  its  imports 
were  12.2  per  cent  of  the  world  total,  a  figure  ex¬ 
ceeded  only  by  Britain.  This  country  was  by  far 
the  largest  importer  of  raw  materials,  and  imports 
of  certain  foodstuffs  were  also  large.  Computations 
based  on  data  for  1927  and  1928  reveal  that  the 
share  of  the  United  States  in  the  consumption  of 
nine  leading  raw  materials  and  foodstuffs  amount¬ 
ed  to  39  per  cent  of  the  total  for  the  fifteen  most 
important  commercial  nations.^  The  high  level  of 
income  here  and  the  resulting  large  volume  of 
savings  made  the  United  States  the  principal  factor 
in  the  international  capital  market.  Given  the  pre¬ 
ponderant  position  of  the  American  economy,  any 
disturbance  here  was  bound  to  be  of  considerable 
consequence  to  other  countries."*  ’ 

More  or  less  paralleling  the  boom  in  the  stock 
market,  the  export  of  capital  from  the  United 
States  began  to  decline  towards  the  end  of  1928, 
although  for  the  year  as  a  whole  the  outflow 
reached  a  record  total  of  $1,310  million.  In  1929, 
however,  a  drastic  decline  occurred;  net  new  loans 
amounted  to  only  $636  million.  New  direct  invest¬ 
ments  continued  high,  amounting  to  $600  million; 

2.  Editorial,  “Another  1929?”  The  Economist  (I.ondon),  Sep¬ 
tember  14,  1946,  p.  402.  See  also,  editorial,  “Warning  from  tbe 
West,”  ibid.,  July  6,  1946,  pp.  1-2. 

3.  Sec  Hal  B.  l.ary  and  Associates,  The  United  States  in  tkt 
World  Economy  (Washington,  Government  Printing  Office, 
1943),  p.  29. 

4-5.  Ibid.,  p.  31. 
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but  in  1930  these  investments  also  fell  precipitous¬ 
ly— by  about  50  per  cent.  In  the  meantime,  the 
stock  market  crash  of  October  1929  was  followed 
by  declining  business  activity  and  a  protracted  fall 
in  imports  from  other  countries.  Imports,  which 
were  $4.4  billion  in  1929,  dropped  to  $3.1  billion  in 
1930;  the  following  year  there  was  a  further  fall  of 
$i  billion.  All  in  all,  the  total  supply  of  dollars 
available  to  other  nations  dropped  from  $7.4  billion 
in  1929  to  $2.4  billion  in  1932,  a  fall  of  68  per  cent. 
Debt  service  defaults  were  unavoidable.  Convinced 
that  the  shortage  of  dollars  had  by  that  time  be¬ 
come  chronic,  and  irked  by  the  Hawley-Smoot 
tariff  of  1930,  which  sharply  increased  duties  on 
imports,  other  nations  raised  their  tariffs,  intro¬ 
duced  import  quotas  and  exchange  controls,  and 
negotiated  bilateral,  discriminatory  trade  agree¬ 
ments.  Britain  completely  abandoned  free  trade, 
and  in  1932  signed  agreements  with  the  Domin¬ 
ions,  creating  thereby  an  Empire  trade  bloc. 

Economic  nationalism  was  reflected  in  the  con¬ 
tinued  low  volume  of  world  trade,  which  as  late 
as  1939  had  not  recovered  (either  in  terms  of  value 
or  physical  volume)  to  the  high  level  reached  in 
1929.  But  the  rise  of  trade  barriers  was  not  the  only 
factor  preventing  recovery  of  world  trade;  the 
United  States,  as  the  largest  segment  of  the  world 
economy,  was  also  a  drag  on  the  processes  of  re¬ 
vival.  This  country,  even  though  it  introduced 
many  innovations  in  its  domestic  economic  policies, 
failed  to  achieve  by  1939  a  high  and  stable  level 
of  business  activity.  By  the  middle  of  1937  indus¬ 
trial  production  slightly  surpassed  the  level  of 
1929;  in  the  latter  part  of  1937,  however,  the  Amer¬ 
ican  economy  again  registered  acute  instability, 
and  production  underwent  the  sharpest  drop  on 
record.  Gradually  an  upswing  set  in  again,  and  by 
the  end  of  1939  production  was  slightly  higher 
than  the  mid-1937  peak.  But  there  were  still  eight 
or  nine  million  unemployed.  Moreover,  at  no  time 
between  1930  and  1939  did  the  dollar  volume  of 
imports  equal  the  1929  level,  because  the  price  of 
primary  products  remained  low.  The  lot  of  the 
primary  producers  was  therefore  a  difficult  one; 
recovery  for  them  was  closely  linked  to  the  course 
of  business  in  the  United  States,  their  principal 
market.  But  the  American  economy  not  only  con¬ 
tinued  to  be  unstable;  it  also  appeared  incapable 
of  full  recovery. 

ECONOMIC  THEORY  REVISED 

Believing  that  the  American  economy  was  a  dis¬ 
ruptive  factor  and  a  hindrance  to  world  recovery, 
other  nations  sought  to  isolate  their  economies 
and  to  encourage  domestic  trade  and  industry. 
From  the  concept  of  controlling  foreign  trade  to 


create  more  employment,  it  was  an  easy  next  step 
to  reason  that  the  state  should  take  on  a  new  role — 
that  of  direct  responsibility  to  create  job  opportun¬ 
ities  for  all  persons  seeking  employment.  Hitherto, 
this  doctrine  had  been  espoused  only  by  the  radi¬ 
cals,  but  during  the  depression  years  an  increasing 
number  of  orthodox  economists  agreed  that  it  had 
merit.  In  explaining  the  ups  and  downs  of  business, 
orthodox  economic  opinion  had  always  stressed  the 
importance  of  money  and  credit.  The  emphasis 
was  therefore  on  the  need  for  price  stability.  But 
the  course  of  events  after  1929  included  many  de¬ 
velopments  that  traditional  doctrines  did  not  ade¬ 
quately  explain.  The  United  States  had  a  fairly 
stable  general-price  level  before  1929,  yet  the  Amer¬ 
ican  economy  experienced  an  unparalleled  depres¬ 
sion.  It  was  also  obvious  after  1930  that  the  adjust¬ 
ment  of  price-level  differences  between  trading  na¬ 
tions  through  the  mechanism  of  the  international 
gold  standard  was  inadequate  to  bring  about  a 
restoration  of  equilibrium  in  the  balance  of  pay¬ 
ments;  gold  moved  steadily  toward  the  United 
States,  but  there  was  no  compensating  adjustment 
in  the  pressure  on  the  balance  of  payments  of  other 
countries — their  exports  to  the  United  States  did 
not  increase  sufficiently. 

Largely  through  the  influence  of  the  writings  of 
the  late  Lord  Keynes,  a  new  school  of  economic 
thought  emerged  after  1930.^  Changes  in  the  level 
of  national  income,  rather  than  the  general  level 
of  prices,  became  the  principal  focus  in  the  eco¬ 
nomic  analysis  of  those  who  took  their  cue  from 
Keynes.  An  elaborate  analysis  of  the  conditions  of 
full  employment  of  resources  was  developed;  much 
was  written  about  the  relation  of  savings  and  in¬ 
vestments,  and  aggregate  outlay  on  consumer 
goods.  Failure  to  invest  all  savings  was  said  to  be 
the  cause  of  unemployment  in  the  capital  goods 
industries;  the  deflationary  forces  so  created  tended 
to  spread  and  become  cumulative.  The  net  result 
was  a  declining  national  income  and  more  unem¬ 
ployment.  Although  the  economists  were  not  in 
complete  agreement  as  to  their  findings  of  fact  or 
their  prescription  of  corrective  measures,  the  con¬ 
sensus  was  that  unemployment  could  be  avoided 
if  the  state  were  to  take  positive  steps  to  offset  any 
tendency  for  savings  to  accumulate  as  idle  balances. 
Compensatory  taxation,  deficit  financing  of  public 
investments,  etc.,  were  recommended  as  concrete 
measures  to  be  adopted  by  the  state. 

Abroad  the  vast  rearmament  programs,  involv¬ 
ing  considerable  deficit  financing,  took  up  the  slack 
in  employment;  what  was  not  intended  as  a  full 

6.  See  Clarence  E.  Ayres,  "The  Impact  of  the  Great  Depre*- 
fion  on  Economic  Thinking,”  Proceedings  of  the  American  Eco~ 
nomic  Association,  May  1946,  pp.  112-35. 
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employment  program  became  such  in  fact.  In  the 
meantime,  especially  during  the  war  years,  public 
opinion  in  Britain,  as  well  as  on  the  continent, 
began  to  be  increasingly  agitated  over  the  prospect 
of  mounting  unemployment  once  the  war  boom 
came  to  an  end.  The  coalition  government  of  Mr. 
Churchill,  in  a  White  Paper  issued  in  May  1944, 
conceded  that  henceforth  it  was  the  duty  of  the 
state  to  ensure  job  opportunities  for  those  seeking 
work.  Thus  both  the  Conservative  and  Labor  par¬ 
ties  acknowledged  the  new  responsibility  of  the 
government  for  employment.  Moreover,  the  victory 
of  the  Labor  party  at  the  polls  in  1945  gave  Britain 
a  government  whose  program  looks  not  only  to 
full  employment  but  also  to  a  measure  of  state 
socialism.  Today,  on  the  European  continent,  there 
is  similar  emphasis  on  full  employment;^  for  better 
or  worse,  traditional  economic  theory  and  policy 
have  been  revised.  The  revision  is  clearly  reflected 
in  the  Charter  of  the  United  Nations;  member  na¬ 
tions  are  committed  to  take  positive  steps  to  ensure 
a  high  level  of  employment  in  their  respective 
economies,  as  well  as  to  take  joint  action  for  the 
same  purpose. 

WORLD  ECONOMY  AT  A  CROSSROAD 

Generally  speaking,  however,  European  nations 
have  emerged  from  the  war  with  a  problem  that 
is  not  so  much  one  of  unemployment  as  it  is  of 
underemployment  because  of  tremendous  short¬ 
ages  of  real  capital.  Reconstruction  in  the  devas¬ 
tated  areas  requires  vast  quantities  of  raw  materials, 
machinery,  supplies,  etc.  It  is  not  merely  a  matter 
of  reconversion;  rather  it  is  the  more  difficult  task 
of  building  a  new  order  on  the  shattered  founda¬ 
tions  of  the  old.  Imports  are  vitally  necessary,  but 
there  is  an  insufficient  supply  of  foreign  exchange, 
especially  dollars,  to  pay  for  them.  Recovery  of  ex¬ 
ports,  in  turn,  depends  on  the  restoration  of  produc¬ 
tion,  which  requires  more  imports. 

Under  the  circumstances,  foreign  governments 
have  shown  little  willingness  to  abandon  wartime 
trade  and  exchange  controls.  Their  poverty  has 
compelled  them  to  maintain  controls,  considered 
indispensable  to  their  reconstruction  programs. 
State  trading  has  been  continued,  and  many  clear¬ 
ing  agreements  have  been  signed.  Until  the  devas¬ 
tated  countries  can  make  good  their  losses  of  real 
capital,  they  have  no  choice  but  to  continue  con¬ 
trol  over  foreign  trade. 

7.  See,  for  example,  J.  Tinbergen,  "Note  on  Employment  Pol¬ 
icy,”  UN  Document  E/35  (mimeographed),  submitted  to  the 
UN  Economic  and  Social  Council  by  the  Netherlands  delegation 
on  May  6,  1946;  Committee  on  International  Economic  Policy, 
World  Trade  and  Employment  (New  York,  1945),  p.  7;  and 
Herman  Finer,  The  United  Natiom  Economic  and  Social  Coun¬ 
cil  (Boston,  World  Peace  Foundation,  1946),  p.  19. 


IMPACT  OF  U.S.  ECONOMY  ON  WORLD  TRADE 

Economic  Position  of  Britain 

These  considerations  were  emphasized  by  the 
British  in  negotiations  with  the  United  States  to 
settle  the  lend-lease  accounts.  In  the  original  lend- 
lease  agreements.  Article  VII  stipulated  that  nei¬ 
ther  of  the  contracting  parties  would  burden  the 
commerce  of  the  other  in  settling  the  accounts  but 
instead,  as  a  matter  of  mutual  benefit,  would  pro¬ 
mote  the  reduction  of  trade  barriers.  British  repre¬ 
sentatives  pointed  out,  however,  that  the  economy 
of  their  country  had  been  greatly  weakened  during 
the  war,  when  export  trade  was  at  a  virtual  stand¬ 
still;  moreover,  it  was  noted  that  trade  with  the 
sterling  area  had  left  London  with  a  debt  total¬ 
ing  nearly  $14  billion.  Without  considerable  fi¬ 
nancial  aid,  Britain  was  not  able  to  remove  con¬ 
trols  over  its  foreign  trade.  As  a  result  of  the 
Washington  negotiations  it  was  agreed,  therefore, 
that  a  credit  of  $3,750  million  would  be  extended 
to  Britain.  London,  in  turn,  accepted  in  principle 
the  American  “Proposals  for  (Consideration  by  an 
International  (Conference  on  Trade  and  Employ¬ 
ment.”®  These  “Proposals”  were  worked  out  by 
the  experts  of  both  governments  during  the  credit 
negotiations;  they  envisage  the  return  of  freer,  mul¬ 
tilateral  trade  and  thereby  an  expansion  of  world 
trade  and  employment. 

In  both  the  credit  agreement  and  the  trade  pro¬ 
posals,  however,  due  account  is  taken  of  the  fact 
that,  even  with  the  financial  assistance  of  the 
United  States,  the  British  will  face  an  exceedingly 
difficult  balance  of  payments  problem  for  some 
time  to  come.  Although  it  is  agreed  that  not  later 
than  one  year  after  the  effective  date  of  the  credit, 
restrictions  on  payments  and  transfers  for  current 
transactions  shall  be  removed,  it  is  provided  that 
in  “exceptional  cases”  the  operation  of  this  stipula¬ 
tion  may  be  delayed.  Britain  is  also  permitted  to 
impose  quantitative  import  restrictions,  even  of  a 
discriminatory  nature,  in  certain  specified  instances. 
The  trade  proposals,  as  well  as  the  “Suggested 
Charter,”  also  allow  member  countries  to  impose 
exchange  controls  and  quantitative  controls  on 
imports  until  December  31,  1949,  and  after  that 
if  necessary  to  check  a  large  or  chronic  deficit  in 
the  balance  of  payments. 

It  is  clear,  accordingly,  that  these  “escape  clauses” 
will  afford  Britain  ample  opportunity  to  safeguard 
its  domestic  economy  against  the  adverse  effects  of 
a  trade  depression  in  the  United  States.  They  en- 

8.  See  Department  of  State,  Bulletin,  December  9,  1945,  p- 
912.  The  “Proposals"  were  first  published  by  the  State  Depart¬ 
ment  in  November  1945.  An  elaboration  of  the  "Proposals"  was 
published  in  September  1946,  with  the  title  “Suggested  Charter 
for  an  International  Trade  Organization  of  the  United  Nations," 
State  Department  Publication  2598. 
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able  Britain  to  share  in  a  concerted  effort  to  expand 
world  trade  and  employment  without  undue  risk 
to  its  domestic  program  of  full  employment.  An 
expansion  of  world  trade,  moreover,  is  indispens¬ 
able  to  the  success  of  that  program,  which  requires 
that  exports  be  increased  75  per  cent  over  the  pre¬ 
war  volume.^ 

In  some  British  circles,  however,  the  loan  agree¬ 
ment  was  severely  condemned.  The  critics  con¬ 
tended  that  every  effort  should  be  made  to  strength¬ 
en  the  sterling  trade  bloc;  only  in  this  way,  it  was 
reasoned,  could  Britain  hope  to  succeed  in  achiev¬ 
ing  a  high  and  stable  level  of  employment.  In  aca¬ 
demic,  business,  and  political  circles  there  are  many 
Britishers  who,  remembering  the  instability  of  the 
American  economy  and  its  depressing  effect  on 
world  trade  before  1939,  are  convinced  that  the 
United  States  will  have  another  severe  depression. 
By  accepting  the  loan  and  supporting  the  Amer¬ 
ican  trade  proposals,  they  contend,  Britain  will  ex¬ 
pose  its  economy  in  due  course  to  deflationary 
forces  likely  to  emanate  from  the  United  States.*® 
“Multilateral  trade,”  Sir  William  Beveridge  has 
written,  “spreads  adversity  as  certainly  and  as 
widely  as  it  spreads  prosperity.”  Therefore,  “plans 
for  international  trade  must  be  different,  according 
as  we  do  or  do  not  expect  the  chief  industrial  coun¬ 
tries  of  the  world  to  be  successful  in  avoiding  mass 
unemployment.”"  The  United  States,  he  said,  has 
the  strongest  and  most  productive  national  econ¬ 
omy,  yet  it  is  the  most  unstable.  Unless  there  is 
reasonably  full  employment,  multilateral  trade  is 
not  the  ideal  trading  system." 

British  economists  opposed  to  the  American  trade 
proposals  do  not  deny  that  the  underlying  prin¬ 
ciple  of  territorial  division  of  labor  is  economically 
sound,  but  they  insist  that  the  gains  accruing  under 
this  principle  are  offset  by  the  probability  that, 
sooner  or  later,  the  American  economy  will  under¬ 
go  a  depression.  When  this  occurs,  they  contend, 
freer  multilateral  trade  and  exchange  will  cause 
unemployment  to  spread  all  over  the  world.*^ 

9.  See  statement  of  Sir  Stafford  Cripps,  president  of  the  Board 
of  Trade,  New  York,  Times,  October  ii,  1946;  and  Allan  G.  B. 
Fisher,  International  Implications  of  Full  Employment  in  Great 
Britain  (London,  Royal  Institute  of  International  Affairs,  1946). 

10.  See  George  Soule,  America's  Stake  in  Britain's  Future 
(New  York,  Viking,  1945),  chap.  5. 

11.  Sir  William  Beveridge,  Full  Employment  in  a  Free  Society 
(New  York,  Norton,  1945),  pp.  aio,  239. 

12.  Ibid.,  p.  239.  See  also,  T.  Balogh,  “The  International 
Aspects  of  Full  Employment,"  in  The  Economics  of  Full  Em¬ 
ployment,  edited  by  Oxford  University  Institute  of  Statistics 
(Oxford,  Basil  Blackwell,  1944),  chap.  V;  and  letter  by  Balogh 
to  The  Economist  (London),  March  23,  1946,  p.  453,  in  which 
he  defends  Schachtian  trade  policies. 

13.  H.  W.  Arndt  in  his  excellent  survey  entitled.  The  Eco¬ 
nomic  Lessons  of  the  Nineteen-Thirties  (Royal  Institute  of 
International  Affairs,  London,  1944),  pp.  273-74,  writes  that. 


Britain,  they  believe,  can  stabilize  its  economy  at  a 
high  level  of  employment,  and  jointly  with  other 
members  of  the  sterling  area  reap  sizeable  gains 
from  a  division  of  labor  within  the  bloc. 

Had  Britain  failed  to  receive  a  loan  from  the 
United  States,  its  sterling  trade  area  would  have 
assumed  a  permanent  character.  Since  the  end  of 
the  war  Britain  has  already  signed  additional  bi¬ 
lateral  trade  pacts  and  exchange  clearing  agree¬ 
ments  with  other  countries.  It  is  certain,  too,  that 
in  the  absence  of  a  loan  London  would  have  with¬ 
drawn  from  the  International  Monetary  Fund  and 
the  World  Bank.  The  possibility  of  attaining  a 
greater  measure  of  world  economic  unity — already 
endangered  by  increasing  manifestations  of  an  eco¬ 
nomic  cleavage  between  East  and  West — would 
then  have  been  seriously  diminished. 

U.S.  RECONVERSION:  BOOM  AND  BUST.? 

In  view  of  this  situation  the  crucial  question  is 
whether  the  American  economy  can  complete  re¬ 
conversion  to  peacetime  trade  and  industry  without 
going  through  the  familiar  pattern  of  a  post-war 
boom  and  slump.  Currently,  production  (by  value), 
income  and  employment  are  at  record  levels;  but 
effective  demand  continues  to  outrun  supply,  and 
as  a  result  there  is  a  constant  upward  pressure  on 
prices.  The  rise  in  the  cost  of  living  has  brought 
increased  demands  from  organized  labor  for  higher 
wages  which,  in  several  important  instances, 
have  been  followed  by  higher  prices.  According  to 
John  R.  Steelman,  Director  of  War  Mobilization 
and  Reconversion,  “prices  have  already  risen  fur¬ 
ther  in  the  three  months  since  the  original  price 
control  act  expired  than  they  did  in  the  previous 
thirty-eight  months.”*'* 

With  meat  virtually  unobtainable  in  most  com¬ 
munities,  it  became  obvious  early  in  October  1946 
that  the  stabilization  program  had  reached  a  criti¬ 
cal  stage.  Reluctantly,  the  Administration  was 
forced  to  concede  that  removal  of  controls  at  an 
accelerated  pace  was  unavoidable.  A  decision  to 
that  effect  was  announced  by  the  President  on 
October  14;*'  later,  on  November  9,  another  execu- 

“Taken  as  whole,  it  is  very  doubtful  whether  the  economic 
loss  which  the  world  and  individual  countries  suffered  owing 
to  the  failure  to  take  full  advantage  of  the  opportunities  for 
international  division  of  labour  during  the  inter-war  period  was 
comparable  to  the  loss  due  to  the  failure  of  the  wealthy  indus¬ 
trial  countries  to  ensure  the  full  employment  of  their  productive 
resources,  or  to  the  impediments  to  economic  progress  and  pro¬ 
ductive  efficiency  due  to  monopoly — although  it  is  true  that 
monopolization  was  often  facilitated  and  encouraged  by  the 
growth  of  trade  barriers.”  Arndt  was  not,  however,  expressing 
an  opinion  on  the  American  trade  proposals. 

14.  Eighth  Report  of  the  Director  of  War  Mobilization  and 
Reconversion  (Washington,  October  i,  1946),  p.  i. 

15.  See  New  York  Times,  October  15,  1946. 
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tive  order  was  issued,  decreeing  that  all  controls 
other  than  those  on  sugar,  rice  and  rent  were  to  be 
removed  at  onced^ 

It  is  generally  agreed,  however,  that  the  restora¬ 
tion  of  a  “free  economy”  will  not  solve  the  prob¬ 
lem  of  inflation  unless  the  output  of  consumer 
goods  increases  promptly.  But  to  enlarge  output 
there  must  be  harmony  between  labor  and  man¬ 
agement;  otherwise  renewed  demands  for  higher 
wages  accompanied  by  strikes  will  make  inevitable 
a  disastrous  wage-price  spiral.  Should  this  occur, 
the  likelihood  that  the  American  economy  can  ef¬ 
fect  an  orderly  transition  to  a  stable  equilibrium 
with  a  sustained  high  level  of  employment  and 
income  will  become  increasingly  remote. 

International  Effects  of  U.S.  Decontrol 

Abroad  the  decision  of  the  United  States  to  re¬ 
turn  as  quickly  as  possible  to  a  free-price  system 
was  not  ^together  welcome.  The  continued  rise  of 
production  and  prices  here,  however,  will  stimulate 
purchases  of  foreign  goods  and  services  and  there¬ 
by  contribute  to  a  sorely  needed  expansion  of  ex¬ 
ports  from  other  countries.  Higher  prices  obtained 
from  sales  in  the  American  market  will  then 
increase  the  supply  of  dollar  exchange.  At  the  same 
time,  a  heavy  inflow  of  raw  materials  and  finished 
products  from  abroad  serves,  to  a  limited  extent  at 
least,  to  curb  inflationary  rise  of  prices  here. 

The  inflationary  threat  in  the  United  States, 
however,  comes  at  a  time  when  industry  abroad  is 
only  just  beginning  to  make  good  the  enormous 
damage  sustained  during  the  war.  Although  some 
countries,  Britain  in  particular,  have  made  real 
progress  in  restoring  their  export  capacity,  full  re¬ 
covery  has  not  yet  been  achieved.  There  are  short¬ 
ages  of  equipment,  raw  materials  and,  in  some  in¬ 
stances,  foodstuffs,  which  must  be  imported  in 
large  part  if  reconstruction  is  not  to  be  unduly 
prolonged.^’  In  the  Far  East,  which  before  the 
war  was  an  important  source  of  raw  materials,  pro¬ 
tracted  political  disturbances  have  also  retarded 
economic  recovery.  This  is  especially  true  of  China 
and  the  Netherlands  Indies.*®  In  other  countries, 
as  for  example,  Chile,  Argentina,  Rhodesia,  and 
Mexico,  labor  strikes  have  on  occasion  tied  up  the 
export  trade  in  several  important  commodities. 

In  short,  therefore,  although  the  rising  trend  of 
prices  in  the  United  States  is  a  favorable  develop¬ 
ment  for  foreign  exporters,  the  price  advance  here 

16.  See  ibid.,  November  lo,  1946. 

17.  See  UN  Economic  and  Social  Council,  “Report  of  the  Sub¬ 
commission  on  the  Economic  Reconstruction  of  Devastated 
Areas”  (Lake  Success,  L.  I.,  September  1946). 

18.  See  U.S.  Department  of  Commerce,  "Export  Trade  of 
Indies  in  Postwar  Doldums,”  Foreign  Commerce  Weekly,  Sep¬ 
tember  14,  1946,  p.  5. 


comes  just  when  the  export  capacity  of  other  na¬ 
tions  is  limited  by  the  need  for  imports  of  raw 
materials  and  machinery  to  complete  reconstruc¬ 
tion  programs.  Rising  prices  in  the  United  States, 
however,  make  those  imports  more  costly  than  was 
originally  expected.  Britain,  France  and  other  na¬ 
tions  have  recently  borrowed  heavily  in  this  coun¬ 
try  to  finance  crucial  import  needs;  but  as  prices 
rise  here,  the  purchasing  power  of  these  credits 
declines  pari  passu.  As  dollar  outlays  for  a  given  ■ 
quantity  of  imports  exceed  the  sum  planned  at  the ! 
outset,  borrowing  nations  must  necessarily  adjust! 
their  reconstruction  programs;  getting  less  here  fort 
their  dollars,  they  must  either  seek  further  credits  t 
or  content  themselves  with  a  slower  pace  of  re- 1 
covery.^^  I 

This,  however,  is  not  a  complete  picture  of  the  r 
international  implications  of  this  country’s  decision  ' 
to  return  speedily  to  a  free  price  system.  Account  [ 
must  also  be  taken  of  the  impact  of  higher  prices  ^ 
here  on  the  price  of  basic  raw  materials  in  the  world  [ 
market.  So  long  as  the  United  States  retained  \ 
price  controls,  importers  here  were  limited  in  the  | 
extent  to  which  they  could  outbid  foreign  buyers.  ^ 
As  it  is,  the  foreign  demand  alone  has  been  suffi- 1 
ciently  keen  to  cause  a  sizeable  upswing  in  the  I 
prices  of  raw  materials,  with  the  result  that  under  j 
OPA  regulations  it  was  not  profitable  for  Amer-  j 
icans  to  import  many  items.  Now  that  OPA  con-  1 
trols  arc  being  rapidly  removed,  it  may  be  expected  i 
that  American  buyers  abroad  will  exert  a  further 
upward  pressure  on  prices  in  world  markets.  The  : 
tremendous  purchasing  power  of  the  United  States,  I 
accordingly,  will  put  other  nations  whose  resources  , 
have  been  depleted  by  the  war  at  a  decided  dit  = 
advantage.  ^ 

These  developments  were  anticipated  by  the  Brit-  i 
ish  government,  which  has  maintained  the  war-  f 
time  system  of  bulk  buying— state  trading— and  has  i 
negotiated  long-term  purchase  contracts  wherever  j 
possible.  Thus,  for  example,  the  United  Kingdom  j 
Leather  Control  has  agreed  to  buy  the  New  Zca-  | 
land  surplus  of  calf  skins,  a  large  part  of  which  j 
was  sold  in  the  American  market  before  the  war.^®  j 

19.  Speaking  in  the  House  of  Commons  on  November  j,  j 

H.  A.  Marquand,  Secretary  of  Overseas  Trade,  remarked  that  j 
as  a  result  of  the  fall  in  the  real  value  of  the  American  loan,  I 
Britain's  international  economic  position  has  been  consider-  ! 
ably  worsened.  See  JVeu'  York  Times,  November  6,  1946.  On  [ 
October  23,  Prime  Minister  Chifley  of  Australia  stated  that  a  re-  I 
duction  in  imports  from  the  United  States  was  inevitable,  b^  I 
cause  of  rising  American  prices  and  the  limited  amount  of  1 
dollar  exchange  available.  New  York  Times,  October  24,  1946-  1 

20.  It  should  be  noted  that  in  the  pre-war  trade  in  primary  | 
products,  Britain  and  the  United  States  both  comp>eted  to  a  large 
extent  with  the  industrial  countries  of  continenul  Europe,  but  I 
to  a  relatively  small  extent  with  one  another.  Sec  League  of  Ni-  | 
tions.  The  Network  of  World  Trade  (Geneva,  1942),  p.  33-  i 
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U.S.  Imports  Reflect  Rise  in  Prices  Abroad 

But  although  the  upward  trend  in  the  prices 
of  basic  raw  materials  in  world  markets  handicaps 
Britain  and  other  countries  in  achieving  a  balance 
in  their  international  accounts,  nevertheless,  were 
it  not  for  this  price  rise,  the  value  of  American 
imports  today  would  not  be  much  larger  than  it 
was  in  the  pre-war  period  1936-1938.  Since  coun¬ 
tries  producing  raw  materials  also  offer  important 
outlets  for  finished  goods  and  services,  any  increase 
in  the  dollar  exchange  of  these  nations  will  enable 
them  to  buy  more  abroad — from  Britain  and  Eu¬ 
rope  as  well  as  the  United  States. 

The  extent  to  which  American  imports  have  in¬ 
creased  in  value  rather  than  in  quantity  is  reflected 
in  the  following  indices 

IMPORTS  FOR  CONSUMPTION 


1936-38 

{monthly 


Value  100 

Quantity  100 
Unit  value  100 


r-1943—^ 

r - 

- 1946 - 

- > 

July 

Dec. 

Jan. 

Mar. 

May 

July 

169 

136 

195 

182 

190 

205 

108 

86 

121 

111 

114 

120 

155 

158 

162 

164 

167 

171 

If  particular  commodity  imports  are  examined, 
the  importance  of  the  price  rise  is  even  more  clear¬ 
ly  revealed.  Thus  the  monthly  average  import  of 
meat  products  1936-38  was  13,682,000  pounds,  for 
which  $2,645,000  was  paid;  but  in  June  1946,  al¬ 
though  import  of  meat  products  amounted  to  only 
2,545,000  pounds,  the  value  was  $1,302,000.  In  the 
pre-war  period,  the  monthly  average  import  of 
raw  hides  and  skins  was  22,348,000  pounds,  costing 
$4,325,000;  the  figures  for  June  1946  were,  respec¬ 
tively,  13,187,000  pounds  and  $3,986,000.^^ 

The  combination  abroad  of  a  reduced  capacity 
to  export,  and  an  urgent  need  for  American  ma¬ 
terials  and  equipment  to  speed  economic  recon¬ 
struction,  has  resulted  in  an  increasing  excess  of 
exports  over  imports,  even  though  lend-leasc  has 
been  a  steadily  declining  factor  in  American  for¬ 
eign  trade.  This  trend  is  shown  in  the  following 
table 


Wartime  changes,  however,  have  increased,  for  the  time  being 
at  least,  the  degree  of  competition  between  this  country  and 
Britain  for  certain  primary  products. 

ai.  From  U.S.  Department  of  Commerce,  Foreign  Commerce 
Weekly,  October  19,  1946,  p.  12. 

22.  Ibid.,  September  14,  1946,  p.  13. 

23.  Export-Import  Bank  of  Washington,  Second  Semi-Annual 
Report  to  Congress  for  the  Period  fanuary-June,  1946,  p.  8.  Ex¬ 
ports  include  re-exports;  imports  are  general  imports. 

24.  Ibid.,  table  2,  p.  12. 

25.  Foreign  short-term  balances  in  the  United  States  at  the 
end  of  June  1946,  before  the  British  and  French  lines  of  credit 
were  granted,  amounted  to  about  $6,400,000,000.  See  U.S.  De¬ 
partment  of  Commerce,  Survey  of  Current  Business,  October 
1946,  p.  8. 
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FOREIGN  TRADE  OF  UNITED  STATES, 


1945-1946 

Excess  of  exports  (-+-)  or  imports  ( — ) 

Period 

Including  lend- 

Excluding  lend- 

1943 

lease  exports 

lease  exports 

First  quarter 

+1,795 

—252 

Second  quarter 

+1,913 

—113 

Third  quarter 

+1,095 

—116 

Fourth  quarter 

+863 

+485 

Total,  1945 

+5,667 

-1-104 

1946 

January 

—405 

+275 

February 

+343 

+254 

March 

+431 

+315 

Total,  1st  quarter  -f-1,190 

-i-844 

April 

+352 

-f272 

May 

+455 

+388 

June 

+493 

+436 

Total,  2nd  quarter  -f-1,300 

+1,096 

In  addition  to  the  large  deficit  in  their  merchan¬ 
dise  trade  with  the  United  States,  other  nations 
have  also  incurred  a  deficit  in  service  transactions 
with  this  country  since  the  third  quarter  of  1945, 
as  follows 

SERVICES  SUPPLIED  OR  RECEIVED,  NET 


1943 

1st  quarter  — 172 

2nd  ”  —121 

3rd  "  -j-159 

4th  "  -i-327 

1946 

1st  quarter  -[•291 

2nd  "  -1-288 


Of  the  total  trade  deficit,  a  part  represented 
UNRRA  and  other  gifts  (including  a  nominal 
amount  of  goods  in  the  lend-lease  pipeline,  for 
which  no  repayment  is  required);  the  remainder 
was  met  by  United  States  government  loans  and  a 
reduction  in  foreign  gold  and  dollar  holdings.  The 
last-mentioned  item  amounted  to  $485  million  in 
the  second  quarter  of  1946.^' 

LONG-RUN  CONSIDERATIONS 
The  post-war  export  boom,  which  so  far  has 
been  financed  largely  by  government  credits, 
UNRRA  gifts,  and  to  a  certain  extent  by  lend-lease 
“pipeline”  contributions,  is  in  the  final  analysis  a 
program  arranged  by  the  United  States  to  speed  up 
the  economic  recovery  of  the  devastated  areas. 
By  accelerating  the  return  of  prosperous  trade  and 
industry  abroad,  this  country  promotes  the  cause 
of  world  economic  unity.  But  if  the  world  economy 
is  eventually  to  achieve  lasting  stability  and  order, 
mere  underwriting  of  recovery  abroad  during  the 
transition  to  a  peace  economy  is  not  adequate. 
American  exports  and  credits  are  in  effect  so  much 
deficit  financing  by  the  receiving  nations,  pend¬ 
ing  restoration  of  their  productive  capacity.  In  due 
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course,  world  trading  relationships  must  be  ad¬ 
justed  to  accommodate  the  foreign  debt  structure. 
Otherwise,  through  the  process  of  default,  sums 
intended  to  serve  as  credits  will  in  fact  become  gifts. 

Balance  in  the  American  Economy 

At  the  present  time,  trade  and  industry  in  this 
country  are  thriving,  but  there  are  strong  indica¬ 
tions  that  serious  lack  of  balance  is  developing, 
apart  from  the  danger  of  inflation  which  has  al¬ 
ready  been  discussed  above.  During  the  war,  when 
the  United  States  was  the  “arsenal  of  democracy,” 
the  heavy  industries  were  considerably  expanded. 
According  to  one  estimate,  this  wartime  expansion 
has  created  a  capacity  in  those  industries  probably 
twice  that  which  will  be  needed  in  the  long  run 
here,  even  assuming  full  employment  of  the  labor 
supply.^^  Producers  of  durable  consumer  goods — 
household  appliances,  automobiles,  radios,  etc. — are 
in  many  instances  adding  to  their  productive  capa¬ 
city  to  meet  an  enormous  backlog  of  demand  built 
up  during  the  war  when  the  output  of  such  goods 
was  small.  Expansion  of  these  industries,  outlays 
on  repairs  and  replacements,  additions  to  transpor¬ 
tation  equipment,  as  well  as  a  strong  foreign  de¬ 
mand,  are  all  responsible  for  the  present  large  de¬ 
mand  for  the  output  of  the  capital  goods  indus¬ 
tries.  Inventories,  moreover,  are  being  rapidly  built 
up  to  match  the  large  volume  of  sales  to  final  con¬ 
sumers.  But  such  a  high  rate  of  domestic  expendi¬ 
tures  on  plant,  equipment  and  inventories  will  not 
continue  unabated.  In  the  meantime,  according  to 
one  observer,  “the  economy  that  takes  shape  in  this 
rapid  expansion  will  be  unbalanced.  It  will  be  an 
extreme  example  of  a  temporary  concentration  on 
durable  goods  and  capital  outlays,  far  in  excess  of 
any  conceivable  long-run  trend.”^^ 

With  respect  to  argiculture,  the  outlook  is  even 
less  promising;  indeed,  that  important  sector  of 
the  American  economy  was  characterized  by  a  lack 
of  balance  long  before  1939.^®  Wartime  demand  at 
home  and  abroad  has  temporarily  given  the  farmer 
a  record  share  in  the  national  income.  Encouraged 
by  the  government,  the  farmers  have  expanded 
their  production  considerably.  But  although  there 

a6.  See  National  Planning  Association,  America's  New  Oppor¬ 
tunities  in  World  Trade,  Pamphlets  No.  37-38  (Washington, 
1944)1  P-  49;  see  also  Calvin  B.  Hoover,  International  Trade 
and  Domestic  Employment  (New  York,  McGraw-Hill,  1945), 
chap.  vii.  Some  war  plants  cannot  be  readily  converted  to  peace¬ 
time  production. 

27.  John  Maurice  Clark,  “Financing  High-Level  Employ¬ 
ment,"  in  Financing  American  Prosperity,  cd.  by  Paul  T. 
Homan  and  Fritz  Machlup  (New  York,  Twentieth  Century 
Fund,  1945),  p.  87. 

28.  For  an  excellent  survey  of  the  farm  problem  before  1941, 
see  Carl  T.  Schmidt,  American  Farmers  in  the  World  Crisis 
(New  York,  Oxford  University  Press,  1941). 


is  a  large  demand  abroad  now  for  American  farm 
products,  this  demand  will  decline  when  other 
countries  have  restored  their  agriculture.  Even  be¬ 
fore  the  war,  the  domestic  agricultural  program 
had  resulted  in  prices  that  were  above  the  world 
level.  Under  existing  legislation,  prices  of  a  long 
list  of  farm  products  are  to  be  held  at  90  per  cent 
of  parity  until  the  end  of  a  two-year  period  dating 
from  the  first  of  January  immediately  after  the 
official  end  of  the  war.  But  even  with  a  high  level 
of  domestic  employment,  agricultural  output  will 
eventually  exceed  demand,  and  farm  prices  will 
fall.  Once  a  decline  in  factory  employment  sets  in, 
more  workers  will  return  to  the  farm;  in  fact, 
m  iny  war  veterans  have  done  so  already.  These  fac¬ 
tors,  together  with  a  continued  increase  in  the  effi¬ 
ciency  of  farm  production  as  additional  equipment 
is  employed,  will  cause  per  capita  farm  income  to 
fall  at  least  a  third,  and  possibly  as  much  as  two- 
fitths,  below  current  levels.'*^ 

At  the  present  time,  accordingly,  there  is  every 
indication  that  expenditures  on  producers  goods 
will  eventually  decline  and  that  there  will  be  sur¬ 
pluses  of  agricultural  produce.  But  any  slackening 
of  expenditures  on  capital  formation  will  lessen  do¬ 
mestic  outlets  for  savings;  these  funds  will  tend 
to  accumulate  as  idle  balances.  Failure  to  invest  a 
part  of  savings  would  in  turn  cause  income  and 
employment  to  fall.  The  effect  of  this  development 
on  consumer  goods  industries,  as  well  as  on  agricul¬ 
ture,  cannot  be  other  than  deflationary,  since  con¬ 
sumption  levels  are  determined  in  large  part  by  the 
behavior  of  the  capital  goods  industries. 

Masking  Imbalance  by  Exports  of  Goods 
AND  Capital 

Under  these  circumstances,  the  likelihood  of  an 
“export  drive”  becomes  all  the  more  certain.  As  in 
the  past,  an  excess  of  savings  and  idle  productive 
capacity  will  be  focused  on  larger  and  larger  ex¬ 
ports.  The  present  excess  of  exports  over  imports 
of  goods  and  services  will  continue  to  mount.  The 
government’s  economic  foreign  policy,  moreover, 
appears  to  envisage  just  such  a  large  volume  of  ex¬ 
ports  even  after  the  requirements  of  reconstruction 
abroad  have  been  met.  While  it  is  true  that  the 
trade  proposals  put  forward  by  the  United  States 
provide  for  multi-national  reduction  of  obstacles 
to  foreign  trade,  and  consequently  for  an  increase 

29.  This  appraisal  of  the  farm  outlook  is  based  largely  on 
'rhcfKlore  VV.  Schultz,  “Which  Way  Will  Farmers  Turn?" 
Foreign  Affairs,  July  1945,  pp.  627-34;  see  also,  Mordecai 
Ezekiel,  "Agricultural  and  Industrial  Problems  in  Conversion 
from  War  to  Peace,”  in  Economic  Reconstruction,  ed.  by  S.  E. 
Harris  (New  York,  McGraw-Hill,  1945),  chap,  ii;  and  J.  B. 
Black  and  C.  D.  Hyson,  "Postwar  Agriculture  in  the  United 
States:  Problems  and  Policies,”  ibid.,  chap.  iii.  1 
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of  American  imports  of  goods  and  services,  at  the 
same  time  the  lowering  of  trade  barriers  abroad 
will  open  up  greater  market  outlets  for  the  output 
of  American  industry.^®  The  function  of  both  the 
International  Bank  and  the  International  Monetary 
Fund  is  to  facilitate  the  flow  of  commerce;  in  so  far 
as  long-term  capital  supply  is  concerned,  it  is  gen¬ 
erally  agreed  that  the  International  Bank  will  ob¬ 
tain  a  large  share  of  its  loanable  funds  in  the 
United  States;  this,  in  turn,  will  encourage  our  ex¬ 
port  trade.  A  further  development,  toward  which 
steps  are  now  being  taken,  is  the  promotion  of  a 
private  capital  outflow,  to  take  up  the  slack  left 
when  Federal  funds  are  no  longer  available  to  fi¬ 
nance  the  excess  of  exports.^* 

Any  attempt,  however,  on  the  part  of  the  United 
States  to  mask  imbalance  in  its  economy  by  a  con¬ 
tinuing  and  expanding  export  surplus  financed  by 
a  capital  outflow  holds  no  promise  of  success  over 
the  long  run,^^  As  already  noted,  an  excess  of  ex¬ 
ports  over  imports  in  the  immediate  post-war  peri¬ 
od  is  to  be  expected,  since  for  nations  whose  econ¬ 
omies  have  been  devastated  the  inflow  of  Ameri¬ 
can  machinery,  materials,  etc.,  is  a  welcome  addi¬ 
tion  to  their  very  much  reduced  supply  of  real 
capital.  But  the  ultimate  objective  of  the  devastated 
countries  is  to  restore  productive  efficiency  and  in 
due  course  to  finance  imports  with  exports,  at  the 
same  time  earning  adequate  dollar  exchange  to 
service  the  large  loans  now  being  incurred. 

But  should  the  United  States,  when  employment 
and  income  here  begin  to  decline,  seek  to  offset  the 
recession  by  expanding  exports,  other  nations  will 
take  steps  to  protect  themselves  against  what  is  in 
elTect  “the  export  of  unemployment.”  They  can 
then  invoke  the  “escape  clauses”  which  have  been 
included  in  the  articles  of  agreement  of  the  Mon¬ 
etary  Fund  and  World  Bank,  as  well  as  in  the  pro¬ 
posed  charter  of  the  International  Trade  Organ¬ 
ization.^^ 

Moreover,  any  decline  in  production  here  will 
be  reflected  in  a  fall  of  imports  from  abroad,  which 
for  many  years  have  been  geared  directly  to  the 
level  of  real  domestic  income.  Any  downward 

30.  The  oriviinal  Trade  A>;rcements  program,  bcjrun  in  1934, 
was  for  the  purpose  not  so  much  to  increase  imports  as  to  get 
other  countries  to  lower  their  tariffs  so  American  exports  could 
expand  and  thus  provide  more  employment.  On  this  point  see 
Percy  W.  Bidwell,  The  Invisible  Tariff  (New  York,  Council  on 
Foreign  Relations,  1939),  p.  126.  See  also  by  the  same  author, 
“A  Postwar  Commercial  Policy  for  the  United  States,”  Proceed¬ 
ings  of  the  American  Economic  Association,  March  1944,  p.  344. 

31.  See  New  Yorh_  Times,  June  27,  1946. 

32.  It  is  not  implied  that  the  Administration  or  business 
spokesmen  advocate  such  a  program;  but  unless  the  issues  are 
clearly  understood,  we  are  likely  to  drift  into  a  situation  of  this 
nature  as  we  did  after  World  War  I. 

33-  See  above,  p.  232. 


trend  in  prices  might  easily  prompt  a  swing  back 
to  protectionism.  As  Professor  Theodore  Schultz 
has  pointed  out,  “it  is  a  mistake  not  to  face  the  fact 
that  the  long-run  prospects  for  internationalism 
among  American  farmers  are  not  particularly 
bright.”^"^  With  laborers  seeking  employment  and 
industrialists  hard-pressed  to  find  markets,  senti¬ 
ment  against  imports  might  steadily  mount.  The 
fact  that  other  nations  had  in  the  meantime  lim¬ 
ited  imports  from  this  country  would  be  consid¬ 
ered  an  additional  argument  for  adoption  of  higher 
tariff  levels. 

It  is  not  likely,  therefore,  that  the  United  States 
can  cushion  unemployment  at  home  by  steadily 
maintaining  a  surplus  of  merchandise  exports,  once 
productive  capacity  abroad  has  been  restored  to  the 
point  where  other  nations,  in  turn,  are  in  a  posi¬ 
tion  to  export  on  a  large  scale.  The  trend  of  eco¬ 
nomic  opinion  in  those  countries  has  undergone 
a  profound  change  since  the  great  depression.  Be¬ 
fore  1929  American  goods  and  credits  were  more 
or  less  readily  received  on  the  assumption  that, 
somehow  or  other,  they  would  be  eventually  paid 
for.  Today  the  tendency  abroad  is  to  tighten  belts, 
and  avoid  foreign  debts  which  would  exceed  capa¬ 
city  to  repay  when  production  is  restored. 

There  is  yet  another  reason  why  an  export  sur¬ 
plus  financed  by  an  outflow  of  loan  capital  cannot 
in  the  long  run  solve  the  problem  of  idle  labor 
and  resources  in  the  United  States.  Not  only  would 
an  inordinate  outflow  be  required  to  maintain 
a  high  level  of  employment  in  this  country,  but  it 
would  also  be  necessary  for  the  credits  to  be  ex¬ 
tended  at  an  increasing  rate,  since  the  growth  of 
foreign  debt  requires  larger  and  larger  amounts 
of  dollar  exchange  to  meet  service  charges.^' 

Direct  Investments  :  An  Answer  to  Capital 
Export  Problem 

Nevertheless,  in  the  interest  of  world  economic 
development  there  should  be  some  outflow  of  cap¬ 
ital  from  the  United  States,  apart  from  the  opera¬ 
tions  of  the  International  Bank.  The  problem  is 
one  of  aiding  undeveloped  areas,  especially  in  such 
a  manner  that  the  assistance  will  be  a  direct  con¬ 
tribution  to  their  productive  capacity  and,  at  the 
same  time,  will  not  create  later  a  difficult  balance 
of  payments  situation.  Many  economists  think 
these  difficulties  can  be  overcome  by  direct  invest- 

34.  Schultz,  “Which  Way  Will  tlic  Farmer  Turn?”  cited,  p. 
627.  Citing  the  American  Farm  Bureau,  which  exerts  more  in¬ 
fluence  on  Congress  than  any  other  farm  group,  he  notes  that 
"The  internal  measures  which  it  supports  can  lead  only  to  more 
protectionism.  .  .  .”  Ibid.,  p.  629. 

35.  See  Randall  Hinshaw,  “Foreign  Investment  and  American 
Employment,”  Proceedings  of  the  American  Economic  Associa¬ 
tion,  May  1946,  p.  667. 
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ments.  In  this  type  of  capital  outflow,  the  investor 
or  group  of  investors  directly  engages  in  foreign 
enterprise,  either  through  complete  ownership  or 
through  a  controlling  interest  in  the  undertaking, 
which  may  be  a  factory  producing  electrical  appli¬ 
ances,  a  copper  mine,  a  rubber  plantation,  etc.  Un¬ 
like  foreign  loans,  these  investments  entail  no  time¬ 
table  of  interest  and  amortization  payments,  and 
therefore  avoid  many  of  the  difiiculties  of  the  trans¬ 
fer  problem.  Moreover,  “whether  or  not  these  invest¬ 
ments  contribute  directly  to  the  [foreign  nation’s] 
power  to  export,  they  certainly  contribute  indirectly 
because  of  their  use  for  productive  purposes.”^^  In 
effect,  this  type  of  capital  outflow  represents  the 
migration  of  American  industry  abroad,  accom¬ 
panied  by  this  country’s  technical  “know-how.” 

Where  these  investments  are  accompanied  by  an 
agreement  providing  for  ultimate  ownership  and 
operation  by  native  capital,  they  are  even  more  at¬ 
tractive  to  the  undeveloped  nation.  In  such  in¬ 
stances  there  is  usually  a  contract  providing  for 
technical  assistance  by  the  American  corporation. 
The  Chinese  government,  for  example,  has  al¬ 
ready  signed  such  a  contract  with  the  Westing- 
house  Electric  International  Company,  and  is  con¬ 
sidering  some  fifteen  to  twenty  other  technical 
assistance  agreements.^^  In  undeveloped  countries 
technical  and  industrial  “know-how”  is  generally 
lacking.  Unlike  most  foreign  loans,  direct  invest¬ 
ment  is  accompanied  by  the  necessary  skill  to  make 
the  outlay  productive.  In  short,  direct  investments 
correct  over-employment  and  low  labor  produc¬ 
tivity. 

Imports  and  High-Level  Employment 

An  encouraging  sign  of  the  times  is  the  growing 
demand  by  many  American  businessmen  that  em¬ 
phasis  be  shifted  from  loans  and  exports  to  im¬ 
ports:  that  the  United  States  should  not  only  sell 
abroad,  but  should  also  buy.  Thus  recendy  the 
president  of  a  large  corporation  declared  that, 
although  at  times  American  foreign  loans  may  be 
important  to  the  world  economy,  they  are  not  a 
substitute  for  domestic  imports  as  sources  of  dollar 
exchange.  Imports,  he  observed,  are  more  useful 
to  a  nation  than  exports:  “After  all,  the  final  pur¬ 
pose  of  organized  industry  and  commerce  is  to 
place  at  the  disposal  of  man  the  largest  amount  of 
needed  and  desired  economic  goods.  This  optimum 
level  in  the  enjoyment  of  wealth  can  be  attained 

36.  Donald  B.  Marsh,  "American  Direct  Investments  Abroad" 
(New  York,  The  Chase  National  Bank,  October  30,  1945) 
(mimeographed),  p.  39.  From  the  point  of  view  of  the  investor, 
there  are  several  advantages.  See  ibid.,  p.  4. 

37.  New  Yorl(_  Times,  August  8,  1946.  A  plan  to  develop  an 
aluminum  industry  is  being  worked  out  with  the  Reynolds 
Metals  Corp. 


IMPACT  OF  U.S.  ECONOMY  ON  WORLD  TRADE 

solely  through  imports  of  foreign  commodities  and 
services.”  Imports  of  things  we  need,  he  added,  arc 
much  better  than  additions  to  “the  account  of  our 
receivable  foreign  assets.”^® 

Although  it  is  important  that  the  American  pub¬ 
lic  should  become  more  “import  conscious,”  larger 
imports  will  not  of  themselves  assure  a  high  level 
of  real  income  and  employment  any  more  than  will 
an  expanding  export  balance  financed  by  surplus 
capital.  Imports  and  exports  are  the  means  by  which 
the  age-old  principle  of  comparative  costs — each  na¬ 
tion  specializing  in  lines  of  production  in  which  its 
advantages  are  greatest — can  be  applied.  The  eco¬ 
nomic  resources  of  the  world  are  thereby  allocated 
so  as  to  maximize  the  real  income  of  all  who  share 
in  the  resulting  trade.  In  terms  of  employment, 
this  means  that  each  country  uses  its  labor  most  ef¬ 
fectively.  The  reference  is,  therefore,  to  the  quality 
of  labor  and  the  tasks  to  which  it  is  applied,  rather 
than  to  the  quantity  of  labor  or  the  number  labor¬ 
ers  employed.  Accordingly,  if  the  resources  of  a 
nation  are  not  fully  employed,  imports  are  ana¬ 
thema  to  idle  laborers  and  plant  owners,  who  con¬ 
sider  them  as  a  threat  to  an  already  depressed  in¬ 
dustry.  Exports,  on  the  other  hand,  are  considered 
a  saving  factor,  for  they  make  possible  more  em¬ 
ployment  and  use  of  idle  capacity.  Curbing  im¬ 
ports  but  expanding  exports  is,  however,  the  same 
thing  as  reducing  the  supply  of  wealth  in  this 
country;  it  is  to  all  intents  and  purposes  a  case 
of  getting  rid  of  wealth  in  order  to  lessen  the 
amount  of  unemployment.  This  type  of  economy 
is  characterized  by  a  sense  of  desperation;  yet  so 
long  as  productive  capacity  is  not  fully  used,  it  is 
economically  sensible  to  maintain  an  export  sur¬ 
plus — or,  rather,  it  is  the  lesser  of  two  evils.  Given 
full  employment  of  resources  in  the  United  States, 
the  emphasis  would  automatically  shift  from  ex¬ 
ports  to  imports;  for  then  it  would  be  “blatantly 
foolish  to  waste  productive  resources  on  products 
that  can  be  far  more  economically  imported  from 
abroad.”'*®  A  much  closer  approximation  to  opti¬ 
mum  international  division  of  labor  would  then 
be  achieved. 

ECONOMIC  STABILITY  IN  THE  U.S. 

Accordingly,  if  it  should  prove  to  be  the  case 
that  the  production  of  capital  goods  in  the  United 

38.  Quoted  from  Wm.  M.  Blair,  “Imports  Put  First  in  World 
Recovery,”  New  York,  Times,  October  i,  1946.  For  similar  com¬ 
ments  by  American  businessmen,  see  also.  New  York  Herald 
Tribune,  August  11,  1946;  New  York  Times,  September  26, 
October  19,  and  November  3,  22,  1946. 

39.  See  Alvin  H.  Hansen,  America’s  Role  in  the  World  Econ¬ 
omy  (New  York,  Norton,  1945),  pp.  152-53;  and  Albert  0. 
HirKhman,  National  Power  and  the  Structure  of  Foreign  Trait 
(Berkeley,  University  of  California  Press,  1945),  p.  27. 

40.  Hansen,  America's  Role,  cited,  p.  164. 
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States  is  now  proceeding  at  a  rate  which  will  not 
be  maintained,  and  as  a  result  the  economy  is  be¬ 
coming  unbalanced,  then  the  most  promising  inter¬ 
national  economic  policy  for  this  nation  is  a  domes¬ 
tic  economic  program  designed  to  ensure  an  aggre¬ 
gate  demand  large  enough  to  maintain  at  a  high 
level  the  flow  of  goods  and  income.  In  short,  this 
country  can  best  contribute  to  long-run  stability  and 
well-being  in  the  world  economy  by  adopting  such 
measures  as  will  assure  its  own  people  a  standard 
of  living  commensurate  with  the  nation’s  produc¬ 
tive  capacity. 

It  has  therefore  been  suggested  by  some  experts 
that,  if  distribution  of  income  at  present  results  in 
too  large  a  volume  of  savings  relative  to  domestic 
investment  outlets,  it  might  be  desirable  to  increase 
the  flow  of  income  to  final  consumers  to  prevent 
a  decline  in  employment.  This  admittedly  is  an  in¬ 
tricate  problem.  The  desirability  of  income  redis¬ 
tribution  has  occasioned  much  discussion,  and  in¬ 
deed  there  is  a  wide  divergence  of  opinion  as  to 
what  specific  measures  would  be  most  effective 
were  it  agreed  that  more  income  should  be  chan¬ 
neled  to  final  consumers.^* 

In  addition  to  measures  designed  to  increase  ag¬ 
gregate  consumer  expenditures,  some  economists 
have  also  recommended  that  the  volume  of  capital 
formation  be  increased  by  public  investment.  As 
one  writer  has  observed,  when  “vast  quantities  of 
capital  can#be  used  for  slum  clearance,  hospitals, 
schools,  etc.,  for  the  benefit  of  the  broad  masses  of 
people,  it  is  a  cruel  myth  that  we  have  ‘too  much 
saving.’  To  remedy  unemployment  arising  from 
uninvested  saving  by  attacking  saving  is  analogous 
to  reducing  mortality  from  diabetes  through  low- 

41.  There  is  a  vast  literature  on  this  subject.  See,  for  example, 
Financing  American  Prosperity,  cited,  and  League  of  Nations, 
Economic  Stability  in  the  Post-War  World  (Geneva,  1945). 

42.  Howard  S.  Ellis,  “Economic  Expansion  TTirough  Com¬ 
petitive  Markets,”  in  Financing  American  Prosperity,  cited, 
P-  133- 
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ering  the  birth  rate.’’^^  These  domestic  investment 
outlets,  it  is  contended,  are  much  superior  to  for¬ 
eign  investments  to  maintain  employment  and  in- 
come.^^  Foreign  lending  benefits  primarily  indus¬ 
tries  whose  product  is  exportable;  it  affects  only 
remotely  the  most  important  sector  of  domestic 
capital  formation,  namely,  the  constructional  in¬ 
dustries.  In  the  period  1919-1938,  construction  aver¬ 
aged  46  per  cent  of  net  domestic  capital  formation, 
measured  in  current  prices.^^  Maintenance  of  out¬ 
lays  on  this  type  of  capital  formation  is  of  the 
greatest  importance,  if  the  flow  of  income  is  to  be 
kept  high  and  steady.  A  well-planned,  large-scale 
housing  program  appears  indeed  to  be  indispens¬ 
able  to  the  maintenance  of  aggregate  demand  and 
thus  the  level  of  income  and  employment.^’  Dis¬ 
tortions  in  both  the  wage  and  price  structure  of 
the  construction  industries,  however,  must  be  cor¬ 
rected  before  this  addition  to  the  national  wealth 
can  be  fully  realised. 

Most  proposals  to  achieve  full  employment  are 
certain  to  encounter  major  obstacles  to  their  real¬ 
ization.  The  problems  are  not  merely  a  matter  of 
economics — considerations  of  social  economy  must 
also  be  taken  into  account.  Some  writers  have  re¬ 
duced  the  whole  controversy  to  one  basic  issue; 
the  question  of  progress  versus  security.  But  nearly 
everyone  in  the  modern  world  wants  both  progress 
and  security. 

44.  Sec  Norman  S.  Buchanan,  International  Investment  and 
Domestic  Welfare  (New  York,  Henry  Holt,  1945),  pp.  208-209, 
217. 

44.  See  Simon  Kuznets,  National  Income:  A  Summary  of 
Findings  (New  York,  National  Bureau  of  Economic  Research, 
1946),  table  6,  p.  19.  In  1929  prices  the  percentage  was  49. 

45.  British  economists  have  recently  evinced  considerable  in¬ 
terest  in  the  outlook  for  a  sustained  wave  of  residential  build¬ 
ing  in  the  United  States.  Writing  in  the  Economic  Journal 
(London),  June  1946,  on  “The  Future  Output  of  the  Construc¬ 
tional  Industries  in  the  United  States,”  Ian  Bowen  observes 
that  the  future  of  these  industries  is  of  "special  importance  for 
the  well-being  of  the  world,  and  particularly  for  Great  Britain, 
with  its  relatively  high  proportion  of  foreign  trade  to  total 
n.itional  income.” 
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The  Trend  of  Imports 
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The  most  important  determinant  of  the  level  of 
United  States  imports  is  the  size  of  the  real  na¬ 
tional  income  (i.e.  national  income  corrected  to 
allow  for  changes  in  prices).  This  is  because  about 
50  per  cent  of  American  imports  are  raw  materials, 
the  demand  for  which  is  determined  by  industrial 
output,  the  most  important  component  of  real 
national  income.  A  statistical  study  covering  the 
years  1922  to  1937  reveals  that  income  changes  ac¬ 
count  for  89  per  cent  of  the  variations  in  the  vol¬ 
ume  of  imports;  the  remaining  variations  are 
ascribable  in  part  to  changes  in  relative  prices  (i.e., 
prices  of  goods  produced  here  compared  with 
prices  of  similar  goods  from  abroad).^  It  appears, 
moreover,  that  after  1930  there  was  a  downward 
shift  in  the  demand  for  imported  goods  as  a  result 
of  the  upward  revision  of  the  tariff  in  that  year  and 
the  higher  effective  duties  thereafter.^  In  1937  the 
volume  of  imports  was  somewhat  smaller  than  in 
1929,  even  though  real  income  was  higher  and 
prices  were  lower.  That  the  tariff  shifted  the  de¬ 
mand  downward  is  further  indicated  by  the  fact 
that  after  1930  duty-free  imports  continued  to  fol¬ 
low  closely  the  level  of  real  income  and  relative 
prices.^ 

Ratio  of  Exports  to  Imports 

Some  indication,  however,  that  the  foreign  trade 
of  the  United  States  was  gradually  being  adjusted 
before  1937  to  the  creditor  status  of  the  nation  is 
to  be  found  in  statistics  of  the  ratio  of  exports  to 
imports.  Data  computed  by  the  National  Industrial 
Conference  Board  for  the  period  1901-1929  show  a 
constant  excess  of  exports  over  imports,  but  the 
ratio  of  exports  to  imports  declined.  Extended 
through  1941,  however,  the  data  reveal  that  the 
trend  after  19^7  underwent  a  reversal.  This  is 
shown  in  the  following  table,  covering  the  period 
1901  to  1941:'* 

1.  J.  Hans  Adler,  “United  States  Import  Demand  during  the 
Interwar  Period,”  American  Economic  Review,  June  1945,  pp. 
419-21.  See  also,  Lary,  United  States  in  the  World  Economy, 
cited,  pp.  37-40. 

2.  Adler,  cited,  p.  423. 

3.  In  a  study  of  the  ratio  of  imports  of  finished  goods  to  na¬ 
tional  income  it  has  been  found  that  “not  only  has  the  value 
of  imports  declined  very  sharply  since  1922  for  any  given  level 
of  national  income,  but  also  that  this  decline  became  much 
sharper  after  1930.”  See  August  Maflry,  “Foreign  Trade  in  the 
Postwar  F.conomy,"  Survey  of  Current  Business,  November 
1944,  p.  13. 

4.  National  Industrial  Conference  Board,  Trends  in  the  For¬ 
eign  Trade  of  the  United  States  (New  York,  1930),  p.  319,  for 
data  to  1925;  data  for  subsequent  years  computed  from  table 
587,  Statistical  Abstract  of  the  United  States,  1943  (Washing¬ 
ton,  1944),  p.  524,  and  table  608,  Statistical  Abstract  of  the 
United  States,  1944-43  (Washington,  1946),  p.  544.  General 
imports  through  1933;  thereafter  imports  for  consumption. 


U.S.  EXPORTS  EXPRESSED  AS  PERCENTAGE 


OF  IMPORTS 

{annual  average  to  193S;  thereafter  yearly  figure) 

1901-1905  - 

-  147 

1937  -  -  -  110 

1921-1925  - 

-  125 

1938  ...  157 

1926-1930  - 

-  116 

1939  -  -  -  137 

1931-1935  - 

-  116 

1940  -  -  .  155 

1936  -  -  - 

-  100 

1941  -  -  .  155 

The  change  in  1937  is  associated  with  the  sharp 
business  recession  of  that  year  in  the  United  States; 
as  to  later  years,  rearmament  programs  abroad,  and 
finally  war,  have  undoubtedly  been  important  factors 
in  shaping  the  course  of  trade,  especially  exports. 

Whether  in  the  post-war  period  the  downward 
trend  in  the  ratio  of  exports  to  imports  will  be  re¬ 
sumed,  is  a  question  to  which  no  simple  answer  can 
be  given.  A  number  of  factors  must  be  taken  into 
account,  among  them:  the  increasing  dependence 
of  this  country  on  imported  raw  materials;’  a  ten¬ 
dency  toward  greater  dependence  on  agricultural 
imports,  which  may  however  continue  to  be  re¬ 
sisted,  as  it  was  during  the  1930’s;^  and  on  the  ex¬ 
port  side,  the  continuing  superiority  of  the  Amer¬ 
ican  manufacturer  in  many  lines  of  production.  It 
may  be  true,  however,  as  the  late  Lord  Keynes  has 
written,  that  “the  United  States  is  becoming  a  high- 
living,  high-cost  country  beyond  any  previous  ex¬ 
perience.”^  Then  this  nation  may  not  find  it  as  easy 
to  outsell  other  countries  as  it  has  in  the  past. 

Foreign  producers  could  undoubtedly  increase 
their  exports  to  the  United  States,  if  in  the  future 
more  attention  were  given  to  sales  engineering. 
Generally,  foreign  exporters  have  been  too  prone 
to  rely  on  the  American  importer  instead  of  taking 
the  initiative  by  making  market  studies  and  pro¬ 
moting  directly  sales  of  their  wares.  Lately  the  Brit¬ 
ish  have  shown  an  increasing  awareness  of  this 
weakness  in  export  methods."  Hambros  Bank,  Ltd., 
a  large  London  merchant  banking  house,  has  es¬ 
tablished  a  subsidiary  —  Hambro  Trading  Cb.  of 
America,  Inc.  —  to  expand  systematically  sales  of 
British  products  in  the  United  States.’ 

5.  See  Senate  and  House  Hearings  on  the  Strategic  and  Critical 
Stoch,  Piling  Act,  Public  Law  520,  79th  Congress,  2nd  Session 
(S.  752).  Our  mineral  resources  were  greatly  depleted  during 
the  war;  in  the  future  increasing  quantities  must  be  imported, 
both  for  purposes  of  stock-piling  and  industrial  use. 

6.  See  M.  S.  Gordon,  “International  Aspects  of  American  Agri¬ 
cultural  Policy,"  American  Economic  Review,  September  1946, 
PP-  597-99-  Since  the  middle  1920’s  agricultural  imports  have 
tended  to  exceed  agricultural  exports. 

7.  Lord  Keynes,  “The  Balance  of  Payments  of  the  United 
States,”  Economic  Journal  (I.ondon),  June  1946,  p.  185.  Arti¬ 
ficially  high  agricultural  prices,  for  example,  will  tend  to  raise 
costs  throughout  American  industry.  See  Gordon,  “International 
Aspects  of  American  Agricultural  Policy,"  cited,  p.  597. 

8.  The  Commercial  Minister  of  the  British  Embassy  in  Wash¬ 
ington  has  stressed  the  need  for  a  new  sales  policy.  New  York. 
Times,  May  20,  i94fi. 

9.  Business  Week,  November  16,  1946,  pp.  no,  112. 


